
Beforethe
FEDERAL COMMUNICATIONS COMMISSION

Washington,D.C. 20554

In theMatterof )
)

PresubscribedInterexchangeCarrierChangeCharges) CC DocketNo. 02-53

AT&T FURTHER REPLY COMMENTS

Pursuantto Section 1.415 of the Commission’sRules,47 C.F.R. § 1.415,

AT&T Corp. (“AT&T”) submitsthis replyto commentsfiled by otherpartiesin response

to the Commission’sFurther NPRM in this proceedingregardingthe Commission’s

regulationof presubscribedinterexchangecarrier (“PlC”) changechargesassessedby

local exchangecarriers(“LECs”).1

AT&T hasshown in its FurtherComments(at 1-3), aswell as in earlier

filings in this proceeding,2that whateverjustification may haveexistedwhenthe $5.00

“safeharbor” wasadoptedby theCommissionin 1984,thosepredicateshavelong since

becomeinvalid and the safe harborrate now seriouslydisservesthe public interestin

sustainingvigorous competition in long distance markets. Comments submitted in

PresubscribedJnterexchangeCarrier ChangeCharges,CC DocketNo. 02-53,FurtherNoticeof
ProposedRulemaking,FCC 04-96 (rel. April 23, 2004),60 FR 29,913(May 26, 2004) (“Further
NPRM”) ¶ 12. In additionto thosefiled by AT&T, commentsin responseto the Further NPRM
were filed by theAssociationfor CommunicationsTechnologyProfessionalsin HigherEducation
(“ACUTA”), BellSouthCorporation(“BellSouth”), CincinnatiBell TelephoneCompany(“CBT”),
MCI, theNational Associationof StateUtility ConsumerAdvocates(“NASUCA”), theNational
ExchangeCarrier Association,National TelecommunicationsCooperativeAssociationand the
Organizationfor the ProtectionandAdvancementof Small TelephoneCompanies,filing jointly
(“Joint Commenters”),the New JerseyDivision of Rate PayerAdvocate(“New Jersey”),SBC
Corporation (“SBC”), Sprint Corporation (“Sprint”) and the Verizon Telephone Companies
(“Verizon”).

2 SeeAT&T Comments,filed June14, 2002,andAT&T Reply Comments,filed July 1, 2002, in

PresubscribedlnterexchangeCarrier ChangeCharges,CC DocketNo, 02-53,CCB/CPDFileNo.
01-12 and RM-1031, Order and Notice of ProposedRulemaking, FCC 04-96 (rel. March 20
2002),67 FR 34,665(May 15, 2004) (“NPRIvf’).
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responseto the Further NPRMboth by other interexchangecarriers (“IXC5”) and by

representativesof consumersuponwhom the PlC changechargeis assessedin the first

instanceagainconfirm that the presentsafe harboris insupportableasa matterof sound

regulatorypolicy. Like AT&T, NASUCA recognizes(at 3) that the currentnon-cost

basedsafeharborrateprovides“a subsidyofthe ILECs bottom line” that is inimical to

the interestsof competitionand consumerwelfare. NASUCA thereforeconcludesthat

“the needfor the Commissionto reduceor eliminatethe safe harborhasgrown” since

this rulemakingwas initiated two years ago, and statesthat “[a]fter twenty yearsof

allowing customersto be overchargedfor changinglong distancecarriers,it is well past

time for this Commissionto correct that error.”3 Similarly, MCI states(at 1) that the

current safe harborrate levels “are well abovecost, and have a deleteriouseffect on

customerchoiceandcompetition.”

Once againin this further commentround,just as in prior phasesof this

proceeding,LECsandthe organizationsthat representtheirinterestsdenythatthecurrent

safeharborrateand unitaryrate structureis unreasonable.4Significantly, however,the

recordis almostentirelybereftofreliablecostinformationto supportthereasonableness

of the safeharborlevel despitetheCommission’srepeatedrequeststhatLECs — the sole

parties with accessto such information — come forward with suchdata.5 As AT&T

NASUCA at2; accord,ACUTA at 1-2 (urgingCommissionto “significantly reduce”the current
safeharbor).

SeeBellSouthat 4; CBT at 1-3; JointCommentersat 3, SBC at 2; Sprintat 2; Verizonat 1-3.

SeeFurtherNPRM,¶~2, 9; NPRIvI,¶ 20 (stating“{c]ommentersshouldprovidecostevidence
supportinganysafeharborproposed”).
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showedin its FurtherComments(at 5), in theabsenceof sucharecordit is impossiblefor

theCommissionto concludethepresentsafeharboris just andreasonable.

BellSouth, which implementedan increasein its PlC changecharge in

2003,simply relieson thetariff support for that filing.6 It doesnot evenaddress,much

lessrebut,the seriousquestionsregardingthe reasonablenesssof BellSouth’scostsupport

for that rate increasethat AT&T and MCI had raisedat the time thetariff changewas

allowedto takeeffect without anyCommissiondecisionon themeritsofthosepetitions.7

Moreover,BellSouthhasnotprovidedany informationto allow interestedpartiesand the

Commissionto determinewhetherBellSouth’s tariffed chargedouble-recoversfor costs

recoupedunder contract through the CustomerAccount RecordsExchange(“CARE”)

process.8

Verizon, the only other LEC that attemptsto costjustify the presentsafe

harborlevel, purportsto show (at 6 andAttachmentB) that its costsfor processingPlC

changesrangefrom $4.84in its westernserviceareato $5.47 in its easternservicearea.

Verizon’s filing alsodoesnot provide asufficient showingthat thesepurportedcostsare

basedon a forward looking incrementalcost methodology.9 As AT&T showedin its

6 SeeBellSouthat 1-2.

SeeAT&T Further Commentsat 5-6; AT&T Petition to Suspendand InvestigateBellSouth
Transmittal No. 746, filed October21, 2003; MCI Petition to Reject or, In the Alternative,
SuspendandInvestigate,filed October21,2003. BellSouthTransmittalNo. 746;ProtestedTariff
TransmittalsActionsTaken,18 FCCRcd23137 (2003).

8 SeeAT&T FurtherCommentsat5. CBT confirms(at2) thatin manyinstances“the long distance

carriersubmitsthe orderto the [LEC] on the customer’sbehalfviathe [CARE} system,”but then
fails to addresstheextentto which PlC changecostsarerecoveredundercontractedchargesfor
theCAREprocess.

Forexample,a significantportionof Verizon’scostis associatedwith computerinvestments.
Workpaper4 showstheannualexpenseassociatedwith varioustypesofcomputersystemsand

(footnotecontinuedon following page)
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FurtherComments(at 5 andn.15), relianceon suchacostingmethodologyis imperative

for theCommissionto determinethereasonablenessof a PlC changecharge. Moreover,

Verizon hasexplicitly includedPlC freeze-relatedcostsin its calculationofthe costsof

its PlC changecharges. As AT&T (at 7-8) and MCI (at 3-6) haveshown, PlC freeze-

relatedcosts are not properly a part of the PlC changeprocess,and including those

amounts in the calculation of PlC change charge costs only serves to inflate the

computation. If any such costsare to be recovered,they should not be subsidizedby

other end usersor, indirectly, by interexchangecarriersthat may reimbursesubscribers

for PlC changecharges. Rather,the PlC freezeshould be assessedasa separatecharge

directly on thecost-causativeenduserswho haveoptedfor that feature.

But even if the costs claimedby BellSouth and Verizon for their PlC

changechargeswere otherwiseappropriate,the Commissioncannotsimply adoptsome

variant of those purportedcosts asthe basisfor any new safe harborrate. As AT&T

notedin its FurtherComments(at 6), the presentrecorddoesnot provide anybasisfor

the Commissionto concludethat BellSouthor Verizon are representativeof the costs

incurredby other LECs in implementingPlC changes.Indeed,evenSBC(at 3) concedes

that “BellSouth’s PlC-changecostsarenot typical for similarly situatedLECs andthus

should not beusedasa basisfor settingthe PlC-changechargesafeharbor.” Similarly,

CBT states(at 5) that “the BellSouth 2002 cost study should notbe usedas a basisfor

(Footnotecontinuedfrom precedingpage)

cites “externalvendoranalysis’ asthesourceofthesefigures,but thereis no anyway of
determiningwhetherthesecostswere calculatedusingaforward looking, incrementalcost
methodology.Nor is this the only aspectin whichVerizon’scostmaterial is a“black box”;
severalworkpapersshow investmentrelatedcost factors,but it is not clearwhatthe investments
areto which thesefactorsare applied.
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settinga PlC changechargesafeharbor(s),”dueto purporteddifferencesin economiesof

scopeand scalebetweenBellSouthand other local carriers(emphasisin original). On

this record,the Commissioncannotconcludethat the limited LEC costinformation that

hasbeenadducedis sufficient to prescribenewsafeharborratesfor all LECs.’°

Therecorddoesreflect,however,that it is bothdesirableand feasiblefor

the Commissionto require that LECs adopta bifurcatedrate structurefor PlC change

chargesto reflect cost differencesbetweenmanualprocessingof carrier changesand

mechanized(also referredto as electronic)processingof thosetransactions. The latter

form of changerequestis submittedto the LECs by other carriers,using the CARE

process,on behalfof end userswho have authorizedand verified thosetransactionsin

accordancewith proceduresestablishedby the Commission.11Both AT&T (at 6-8) and

MCI (at2-5) showedin theirfurthercommentsthat suchabifurcatedratestructurewould

obviatethe subsidizationof manualPlC changes(largely, but not solely, attributableto

10 BellSouth’s additional proposal (at 2) that the PlC change charge be made subject to the

Commission’sprice capregulationof ILECs shouldberejected. As AT&T showed(at 6-7) in its
Reply Commentsfiled in this proceedingin 2002, the Commissionoriginally excludedPlC
changechargesfrom the pricecap regime because,unlike virtually all other accesschargesthat
areassessedon carriers,the PlC changecharge“represent[s]a direct chargeto endusers”and,
thus, was“very different” from otheraccesscharges.SeePolicy andRulesConcerningRatesfor
Dominant Carriers, 5 FCC Rcd 6786, 6810 (1990), recon. 6 FCC Rcd 2637, 2715 (1991).
BellSouth’s observationsthat PlC changeshave becomecommonplaceand allegedly “are not
dramaticallydifferent from other service changes”do not addressthe Commission’soriginal
distinction andprovideno basisfor the Commissionto alter its prior decision. As AT&T also
showedin its 2002 Comments,incorporatingthe PlC change chargein the LECs’ price caps
would allow thosecarriersto engagein strategicpricing tactics by dramaticallyincreasingPlC
changechargesandmakingoffsettingadjustmentsin otheraccessrateelements.

PlC change chargesalso are not subjectto competitive marketplaceforces becausecustomers
typically do not take thoserates into accountwhen selectinga local carrier. Accordingly, the
Commission’sprescriptionson PlC changechargesshouldbe appliedto competitive,as well as
incumbent,local carriers.SeeAT&T FurtherCommentsat2 n.6; accord, MCI at8-9.

11 See47C.F.R.§64.lloOetseq.
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PlC freezes)producedby the current unitary rate structure.12 Notably, BellSouthin its

further comments(at 3-4) agreesthat “there is amplecostbasis”to supportrestructuring

the current rates into separatemechanizedand manual charges. While other LECs

opposeadoption of this bifurcated rate structure,claiming that the resultant charges

would not decrease(or would even increase), none has provided any evidence to

substantiatetheirbaldassertions.13

The furthercommentsof other partiesalsoconfirm AT&T’s showing(at

9) that the Commissionshould continuethe current industrypracticeunderwhich PlC

changechargesareassessedin the first instanceon theendusers,whetherthechangesare

transmittedto LECs by interexchangecarrierson the endusers’behalfor submittedby

thoseendusersdirectly to LECs. As notedabove,in the first of thesescenariosthe long

distancecarriermerelyacts as the authorizedagentfor the enduser,andin bothofthese

alternativesit is theenduserwho is the cost-causativecustomerin thecarrierchange.As

CBT correctly points out (at 2), in this respectthe PlC changeis no different from

12 Some LECs -- typically, smaller carriers -- have failed to adopt mechanizedmeans for
implementingPlC changes,andprocessall suchchangerequestsmanually. Both AT&T (at 7
n. 19) and MCI (at 6) showedin their further commentsthat the current safe harbor provides
insufficient economic incentives for those local carriers to adopt more efficient processing
methods,andthatto provideappropriateincentivesfor processimprovementsthePlC changefees
for those LECsshouldbecappedattheratewhichwouldprevail for mechanizedprocessing. The
Joint Commenters,whichrepresentthosesmallerlocal carriers,assert(at 2) thatthe currentsafe
harborshouldbe maintainedbecausethe“averagedemand”for monthly PlC changesis extremely
low. However, the Joint Commenterscalculationis skewedbecauseit is basedon dividing the
numberof PlC changesamongNECA’s traffic sensitivepoolmembersby thetotalmembershipof
thepool. Many of the smallestindependentLECsusedin the denominatorof this equationhave
exceptionallyfew lines, butthatmethodologygrantsthem equalweight with carriersthat process
a moresubstantialnumberof PlC changes.

13 SeeCBT at3; SBC at6-7; Sprintat3.
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“similar customer-initiatedtransactions,[and] the subscribershouldpay for the services

performedby the [LEC],”4

CONCLUSION

For thereasonsstatedaboveandin AT&T’s prior filings in this

proceeding,theCommissionshouldeliminatethe current$5.00“safeharbor” for PlC

changecharges. The CommissionshouldrequireLECs (including both incumbentand

competitivecarriers)to file forward-lookingincrementalcost-basedrates,bifurcatedfor

electronicandmanualprocessing,or in thealternativeshouldmandatenewsafeharbors

basedon thatbifurcatedstructure.Moreover,whicheveralternativetheCommission

adopts,it shouldrequireLECsto eliminatefrom theirPlC changechargesall costs

associatedwith marketingof LEC servicesor PlC freezes,but permit thosecarriersto

recovertheircostsassociatedwith PlC freezesthroughaseparatechargeassessedonend

users.

Respectfullysubmitted,

Is! PeterH. Jacoby
LawrenceJ.Lafaro
PeterH. Jacoby

AT&T Corp.
OneAT&T Way
Room3A251
Bedminster,N.J. 07921
Tel: (908) 532-1830
Fax: (908) 532-1219

June25, 2004

14 As MCI alsonotes(at9), assessingthe PlC changechargedirectly on long distancecarrierswould
createno additional incentivesfor them to adoptmechanizedPlC changesubmissionprocesses,
becausemostsuchcarriershavealreadyimplementedthoseprocedures.
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